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The Present Crisis and the 


American Economy 
* 


Mr. Broucn: I believe that there is general agreement in this country 
at the nation must rearm. But I believe, also, that there are misgivings 
out the effects which this rearming may have upon the American 
onomy, both immediately and for the longer run. 


SENATOR Tart: I fully agree that we are going at least to double our 
itary preparation. The question which I raise is whether we have a 
ficiently definite plan. Up in Congress we cannot decide what to do 
out drafting men, about levying taxes, until we know approximately 
vat the plan is and what it is going to cost. There is the Budget figure, 
t that seems to be a mere estimate. I have been figuring that we might 
ve to have a total budget of 75 billion dollars. Now Mr. Wilson comes 
yng, the night before last, and says that he is going to spend 50 billion 
llars for equipment alone every year. That would mean a total budget 
nning up to 70 billion dollars for the Army and 100 billion dollars for 
erything else. 

It seems to me that the time has come for all these people to get to- 
ther; it is time for our economic mobilizers and our military people 
sit down together and give us an intelligent guess. Of course it is a 
éss; but we ought to know it. Otherwise, we cannot make this plan 
1ich ought to be made to cover the tremendous emergency program 
rich we face. 


Mr. Broucu: Weil, you are a businessman. How does business look 
the problem of rearming? 


Mr. Weix: Business, of course, supports the program and will do its 
rt in producing and in meeting these problems. Business, I would say, 
s certain understandable fears in connection with this program, on 
lich I hope we will spend some time in discussion. Business, being 
siness, has fears having to do with money; fears about taxes; fears 
out margin squeezes; fears about squeezes if prices are set and wages 
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go up. Then business has fears about good will, having to do with mar: 
power shortages and its difficulties in rendering proper services. An 
lastly, businessmen have fears about their economic independence. The 
have reached their present high level of activity in this country and th 
resulting standard of living through enjoying certain rights as busines} 
They would like to feel sure that the rearmament program will not ur 
duly endanger those rights. 


Mr. Bioucn: Granted that the rearmament program is not so we: 
defined as it will undoubtedly be in the course of the next few week 
and months, we must recognize that a great deal has already been don 
to define it. Certainly, whatever the size, within the anticipated magn. 
tudes we are going to have a problem of adjusting our economic syster 
to it. : 

Our problem is to deal with this emergency without permanent im 
pairment of the system. How can we do this without hurting ourselve 
needlessly ? Now you have mentioned some fears, Weil. What specifica 
ly do you see as the dangers which the rearmament program can brin 
to the economic system? 


Mr. Wet: The biggest fear, I believe, on the part of all of us is infle 
tion. I think that inflation is more than a bugaboo. The American peopl 
understand what happens if the purchasing power of the dollar ; 
eroded and diminished. Whatever controls and whatever regimentatio 
are going to be necessary to avoid inflation, or to minimize inflation, : 
we can satisfy ourselves that they are effective in combating inflatiot 
are something which are eminently necessary. 


Senator Tart: There is one other danger of which I think. That ; 
that we do not get in the state of being a perpetual military mind—th: 
we do not make ourselves into a great imperialist nation, as many n: 
tions have in the past. We must realize that this is a temporary matte 


Mr. Broven: You think that controls and regimentation are al 
feared by business. I gathered from your earlier remarks, Weil, that yo 
consider that fairly serious also. 


Mr. Weir: Yes, I think that there is no question about that. The dif 
culties which were experienced with price controls alone during Worl 
War II and the technical difficulties of drafting the present control ord 
indicate that it is always possible, with the best intentions in controllir 


wren 


THE UNIVERSITY OF CHICAGO ROUND TABLE 3 


ices, to drive people out of business, to create black markets, and to 
in into very serious evils of that sort. 


Senator Tarr: Even more than that, today thousands of people with 
-w ideas start new businesses every day, and this business of control 
actically chokes that initiative. There is not that great opportunity. 
lany of those things fail, but many of them build themselves up into 
-w ideas and new businesses. 


Mr. Wet: Do you not think, Senator, that the price-control problem 
Irts new business less than the tax problem? New business always 
ants a special tax base in wartime, and understandably, I think. 


SENATOR Tart: Yes. But by the time they get through they have to have 
locations and things, and it is awfully hard to start on a new business 
these controls are in full effect. 


Mr. Bioucu: We have learned a good deal in the last ten years about 
yw to handle an emergency situation. But in some respects our problem 
more difficult even than it was at the beginning of World War II. For 
ye thing we have had a high level of employment and production, 
hich gives us somewhat less room in which to expand our production 
needed. And, in the second place, rather than looking forward to a 
ort, sharp crisis, after which we would presumably have peace, full 
ace, we are looking forward to a long period of tension. Both of those 
ings, it occurs to me, make it more difficult at this time even than it 
as when we had a not much bigger effort at the beginning of World 
‘ar II. 

Now, our purpose here today is to talk about the policies by which 
ese rearmament needs might be met and yet the economy might be 
otected. I am sure that you have given a lot of thought to that problem, 
nator Taft. What do you see as these dangers? 


Senator Tart: In the first place, I think that it is important that we 
not assume to do more than we can do and still keep some basic prin- 
sles in our economy. So I think that we have to examine the magnitude 
the program with great care. I have, for instance, just a suggestion. 
seems to me that our military establishment is unduly wasteful. In time 
war we cannot do much about it. If this crisis is going to last for ten 
ars and eat up 70 per cent of our budget, somebody ought to make a 
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thorough examination to study this problem to see if we cannot get 
same results with less money. 

Then, of course, I think that we have to do all that we can to increas 
production, so that we can take care of the civilian economy on th 
basis we want to do it and also take care of this war program, at leas 
after we have built up the preliminary equipment which is necessary 
In the third place, of course, we want to prevent inflation by limitin| 
credit, by balancing the budget, by levying necessary taxes. | 

I myself think that we cannot levy too high taxes, though, withor 
creating the very inflation we are fighting. There is a limit even to taxé 
tion, even though we can balance the budget. And, finally, we ought t 
do all these things in such a way as always to look forward to a retur: 
to a normal economy. 


Mr. BroucH: Let us take up these particular points which you hay 
mentioned in the order you have mentioned them. 

First, you mentioned the need for greater economy and efficiency 1 
the military effort. Of course, in addition to that, there is the whol 
question of how large the military effort should be. There is obvious] 
some weighing that has to be done. Do we dare sacrifice military sect 
rity to reduce the risks which the expanded program would have on th 
economy? Must not the economy really support whatever is necessar 
for military security? 


Senator Tart: Well, in principle yes, but what zs necessary for militar 
security? That is about as elastic a figure as anybody can dream o 
Complete military security would probably require us to spend 150 bi 
lion dollars a year, beyond an all-out war status, and put us into a ga 
risoned state. I do not think that we can do that now because we at 
facing the possibility of actually having peace for the next ten years wit 
war preparations. We have to get a program, as opposed to a war prt 
gram, for which people will stand for ten years. People will pay hig 
taxes in the middle of the war when the boys are fighting and when the 
think it is going to be over in a year or two, but, when it comes to pa’ 
ing them for ten or fifteen years, there is going to be a tremendot 
protest. 


Mr. Wet: I am wondering, Senator, how you would treat, in th 
connection, a problem such as radar protection for both our coast 
which costs several billion dollars and which is not complete securi 
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en after we have it. It is a good illustration of the kind of thing on 
hich you were just commenting. 


Senator Tarr: The relative importance of these things, of course, is, 
admit, a military question, so far as what kind of things will defend us 
id what will not. But the only point which I am trying to make is that 
ilitary security is a judgment of people. We take the same thing with 
ople in wartime. We postpone, for example, the construction of all 
hool buildings. Well, I do not think that people are going to be willing 
postpone that type of activity for a period of ten or twenty years. 

We are willing to choke new businesses off by controls for a short 
me; but we have to alleviate them somehow to let new businesses come 
_and share in raw materials and so forth. Black markets are much more 
<ely to arise in peacetime. People will stand for price and wage con- 
ols in war, but it is going to be a tough job to impose those controls in 
me of peace. 

Thus not only is military security elastic. What do we need for mili- 
ry security? Let us take right now. Is it necessary for our military 
curity that we are spending billions in Korea and that we have over 
hundred thousand soldiers in Korea fighting? Is that necessary or not? 
hat is a question of security which has to be-decided. Everybody agrees, 
r instance, that we are not apparently going to send soldiers to Indo- 
ina or Tibet. That is something which probably would help our mili- 
ry security, but we cannot afford it. In other words, this military secu- 
ty decision is a relative thing. I do not want to raise the general ques- 
yn at this time, but that is why I have taken the position that we ought 
‘emphasize the sea and the air in our defense and that we ought to go 
ry slowly on high land commitments in Europe and Asia. 


Mr. Broucu: I do not feel that I am qualified, as a military strategist, 
to what will give us security. But I do not think that it is purely a 
1estion of any man’s judgment, one against another, as to what will 
ve us security. 

It seems to me that the problem here in connection with the economy 
that we want the maximum security for the long pull. It is a ques- 
yn, to a considerable extent, of how soon our maximum effort might 
required and for how long a period of time we must be prepared to 
ve that maximum effort. Within the economy itself we obviously 
ould not concentrate our effort too greatly on actual military expendi- 
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tures if it will actually reduce our total security. But I cannot agree 
security is simply a matter of judgment. 


Senator Tart: But the things we do for security are a matter of ju 
ment. Certainly as to how far the protection of Western Europe is n 
essary for the security of the United States is a matter on which we havé 
all sorts of opinions. Somebody has to make up his mind. It is not a mil 
tary question ultimately. It is really a civilian question, and somebod 
has to decide that. . 

My only point is that we cannot go too far and wreck the econo 
In the last war we spent about 50 per cent of our total national produc; 
on war, and I think that we can do it again in another actual war. The 
scope of the present program seems to be about 25 per cent of the na 
tional economy—about half what we did in actual war. Yet I think thai 
it is sufficient to insure as much military security as we can hope to have 


in time of peace. : 


Mr. BLoucu: Whether or not we can get agreement on the point, it i 
clear that part of our economic problem is to increase the total produc 
tion of the country. How can we increase the total production? 


Mr. Wet: I felt that during World. War II there was one questior 
which was often discussed but never squarely enough put up to the 
people so that they could voice their opinion on it. That is the questior 
of which they prefer—a longer work-week, whatever the week may be 
forty-four hours, forty-six hours, and at whatever pay, or the other sacri 
fices which they have to make in shortages of goods which are not pro 
duced if they do not work longer. I would like to see, as part of ou 
present rearmament program, a more elaborate and more comprehensiv 
effort made to find out what people really think—not just management 
of business, not just heads of labor unions, but people. I am quite un 
certain in my mind as to which they would prefer. I have no proposa 
to make as to which would be better for the country—a longer work 
week or more shortages of goods. I think the people should be given : 
chance to become articulate. 


Senator Tart: In the last two years I have walked through, oh, sey 
eral hundred plants in Ohio, and I have come to have much more a¢ 
miration for the forty-hour week than I had before. I think that it 3 
awfully hard, in an industrial plant, to raise this week over forty hour: 
I do not say that it cannot be done. It can be done in wartime. But I d 


= THE UNIVERSITY OF CHICAGO ROUND TABLE i 


nk that it ought not to be approached with any light idea that we 
t increase the hours of labor without some substantial damage to the 


rale of the people and the health of the people. 


. Wet: I thoroughly agree that it cannot lightly be done, and I 
ree thoroughly that it might not be desirable. But it is something on 
ich attention should again be carefully focused and the reactions 
alyzed. I have one other point which I had in mind in connection 
th production. Part of increasing our production is creating new 
nts. Some of the new plants have to be created in critical industries, 
d some of those industries are reluctant to put up this added plant 
acity. I believe that we can view some of these added plants as indus- 
al cadres—a term which became very familiar to most people during 
forld War IJ as nuclei in the armed forces from which they could 
pidly expand into larger numbers of armed men. If we have the nu- 
21, or cadres, in the industrial system for defense, and then if we give 
me of these critical additional plants which we call “cadres” special 
lvantages in taxation and government financial support so that we have 
“mothball fleet,” if you like, of plants, as well as of ships, that might 
‘Ip to solve our problem. 


Mr. Broucu: The increase in production, in any event, is a pretty 
yportant part of meeting the needs of the emergency without too much 
mtrol and too much restriction of the economic system. The failure to 
t larger and larger production will, of course, be reflected in a number 
‘different ways. Certainly one of the ways in which it is going to be 
flected is in inflation and in lack of stability in the economy. The in- 
ease in production obviously is not the only way to try to fight the 
oblem of inflation. In fact, it is not fully successful, because people’s 
comes increase along with the production. But everybody recognizes 
to be important. 

But now there are other ways that we can attack this problem of infla- 
yn which, in many people’s minds, has come to be one of the most 
rious problems of the present time. Suppose we examine, for a little 
hile, what can be done about inflation. Is enough being done? Is the 
uation being taken care of? 

Senator Tart: In general, it seems to me that we ought not to permit 


ople to spend money which they do not have. That is to say, we ought 
limit credit. And we ought to prevent the government from spending 
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money that it does not have. In other words, we ought to balance th 
government budget. The first thing to look at is to cut the governmen 
expenditures as much as they can be cut. I certainly do not think that w 
ought to undertake any new programs—many of which are included inh 
the present budget. There are various respects in which we can cut dow 
on personnel. I said that I do not want more than forty hours a week i 
industrial work; but it seems to me that in office work the extra fous 
hours on Saturday is exceedingly useful. I think that it ought to be unt 
dertaken in the government to save personnel. Then, finally, as I sug; 
gested, I think that a very fundamental study, under a civilian with 
military and naval advice, ought to be made to cut this tremendous ex: 
pense of military preparation. We ought to be able to get the same results 
with less money, I believe. 


Mr. Bioucu: I have seen very few people and talked to very few 
people who would not be very happy to see government nondefense ex. 
penditures further reduced. It is a lot easier, however, to talk abou 
reducing them than it is actually to get them reduced, because, as I un 
derstand it, the budget is based pretty much on what appear to be the 
minimum public demands for the services of the government. 


Senator Tarr: But if we are going to ask every citizen to cut his ex 
penditures—and that is what we are doing by increasing the taxes or 
him—at least during this temporary period of very heavy, heavy pro 
duction, it seems to me fair to ask the government also to cut back of 
some of the things which it has been doing. 


Mr. Bioucu: Well, yes, if the citizens are willing to have those cut 
made. That is the real problem. 


Senator Tarr: We are going to cut their own expenditures, whethe 
they are willing or not. I think that they would rather have the govern 
ment expenses cut than they would their own, as a matter of fact. 


Mr. Wei: I certainly agree with you on that. It is rather difficult fo 
the citizen as an individual to express himself on what parts of govern 
ment expenditures should or should not be cut; but I think that the 
would all be delighted if nondefense expenditures were cut and the bu 
den, therefore, was reduced on taxes. 


Mr. Broucu: My observation is that they would all be delighted t 
have the expenditures cut which go to benefit somebody else but not th 
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a 
penditures which benefit them. And let us not forget that the expendi- 
res of government do not go for the pleasure and edification of the 
vernment. They are for the service of the public; and it is public pro- 
ams which will be cut if these expenditures are cut. I do not mean to 
iggest that I am against cutting expenditures. I am in favor of cutting 
em, except that I am not too optimistic about its being done. 

That, then, is the expenditure side of the picture. The other side is 
xes. As already has been mentioned here, we ought to have a balanced 
idget—a balanced budget through tax collections too. And the Admin- 
tration program is to do that. We had two tax increases last year. 
he Secretary of the Treasury and the President have asked for new 
xes this year—ten billion dollars to be passed as soon as possible and 
e balance necessary after it is clear just what that balance will be. 


that in harmony with what the business community is thinking about 
is, Weil? 


Mr. Wet: I find myself somewhat puzzled as to how to speak for the 
tire business community because I have never known them to be 
tanimous about anything. I think that this added tax burden, what- 
rer it may be, which should be paid, raises, at least in my mind, one 
iestion which I want to discuss here. It would be possible, I believe, 
ith this heavy added tax burden on personal incomes to consider a pro- 
am of a certain portion of that tax being refundable to the individuals 
ho paid the tax at some considerably later date when the inflationary 
nSers were substantially less. I am thinking of that not just as an 
nergency measure but as a permanent measure in our tax program. 
is one on which I am not prepared to express a final opinion, except to 
y that I know that the individuals who pay the taxes would pay them 
ith greater alacrity if they knew they were going to get some of them 
ick at some later time. 


Senator Tart: It sounds to me like compulsory saving. Is that what 
yu mean? 


Mr. Wet: That is not exactly what I mean, in terms of what was pro- 
ysed in the Treasury in 1943, although I agree with you that there is 
me relationship between the two proposals. 


Mr. Bioucu: The Treasury did not propose compulsory saving; it 
ggested the possibility of a refundable tax, which I think is about 
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what you are suggesting. The tax field is an extremely large one. ' 
could also talk about excise taxes on durable goods as a method of cutting 
down consumption and production of such goods; and we could talk 
about the excess profits tax, and so on. } 
But let us move from taxes to the credit area. Senator Taft, you have 
already indicated the importance of not having credit expansion. 


Senator Tart: I was just looking over the figures. Consumer credit in 
the last twelve months, in spite of some controls toward the end of re- 
duction, increased over three billion dollars. That means those consum- 
ers spent three billion dollars which they did not have to spend. Then, 
the banks have increased their loans and private securities about twelve: 
billion dollars—a billion a month. That is four times anything which 
they have done in past years. And that money has been spent when 
people did not have it to spend, so that a big purchasing power was put: 
in against the same old production. The production only built itself up! 
very slowly, and obviously that has been a material factor in the increase 
in prices which has occurred. It seems to me that there should be selec- 
tive controls on consumer credit. Housing credit has probably increased 
five or six billion. The government has taken steps toward control in 
that direction, and correctly so, I think. I do think that the Federal 
Reserve Board ought to be given the right to refuse to buy government 
bonds from the banks at par. I think that they ought to let those bonds 
go to their natural level, which actually may not be much different from 
par, so far as I can see, in any event. It seems to me that if the banks 
cannot cash in practically every government bond, it will help check 
the situation. The present policy permits them to monetize the govern- 
ment debt, and that means that they can increase their reserves without 
restraint. And I think that it would be a substantial check on govern- 


ment lending if these bonds were permitted to drop, well, say, to 95, 
or so. 


Mr. Bioucu: That is an extremely technical and difficult subject to 
handle in a few seconds. But I simply raise the question as to whether 
we really will get less monetization of debt under that program than 
under the program which has been followed in the past. I am sure, 
however, that we would all agree that a reduction in bank credit, or al 


least the holding-down of increases in bank credit, would be very helpfu 
in this anti-inflation program. 
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Senator Tart: In a general way, it does seem to me that, if we can 
lance the government budget and prevent any unreasonable increase 
. credit, we ought to be able to hold prices without controls, once this 
istortion of the new military production program is over. 


Mr. Bioucu: We really have not mentioned price and wage control. 
hey certainly have an important part in any stabilization program. 
ut I gather from the emphasis which we have been putting on it that 
e look upon price and wage controls as being relatively minor in the 
ng-run part of this problem. 


Mr. Wei: I do not think that they are minor. I think that the one 
ing which should be said about price control is that, at least in my 
dinion, it must be on all segments of the economy in order to work at 
|. And I believe that we must have it. 


Mr. Biovcu: And you think that we must have it as part of an anti- 
flation program. 

Let us come back, in conclusion, to our general question: What can 
e do now to come back to normal when this emergency is over? 


SENAToR Tarr: Of course, we ought to do the things which we have 
ainted out already. Above that, I think that we ought to create the 
sychology that this, after all, is a temporary thing which we are 
ning and that we are not going to change our economy permanently. 
Je dre going to stick to the free system. I feel, for instance, that, when 
e pass these various laws, they ought to be laws with definite termina- 
yn dates, so that they expire three, four, or five years from now. We 
n take up then the question whether it is necessary to resume them. 
Je must maintain the fact that we are going to stick to the American 
stem and get back to it as soon as we can. 


Mr. Wert: I agree with Senator Taft on that, and I think that nothing 
hich we have discussed cannot be discarded when the emergency is 
rer. 


Mr. Bioucu: It seems to me that we have had a good deal of agree- 
ent here that we can do a great many things during this emergency 
tiod so that we keep the economy from getting permanently out of 
1¢ from the system which has been accepted by all of us as most desir- 
le for the long run. 


—— 


COMMENT ON THE REPORT OF THE JOINT COM- 
MITTEE ON THE ECONOMIC REPORT* 


By ROY BLOUGH 


* 


EXxEcuTIVE OFFICE OF THE PRESIDENT, 
Councit oF EconoMic ADVISERS 


Washington 25, D.C., November 25, 1950. 
Mr. Grover W. ENSLEY, | 


Associate Staff Director, Joint Committee on the Economic Report, 
United States Capitol, Washington 25, D.C. 


Dear Mr. Enstey: The letter of Mr. Lehman, clerk of the joint com- 
mittee, inviting comments and suggestions regarding the study of your 
staff on Monetary Policy and Economic Stabilization has been brought 
to my attention. I congratulate you and the staff on this study, which 
opens up the problem of the relation of monetary policy to economic 
mobilization in a very helpful manner. I am pleased to see the proposals 
made in the study for early hearings by the joint committee “to evaluate 
the workings of our current monetary and credit programs and consider 
the appropriate reconciliation of these and debt management programs.” 
Your emphasis on studying extension of selective controls, new public 
debt instruments, the possible grant of authority to the Federal Reserve 
to impose additional and special reserve requirements, and the relation- 
ship of present price-wage-profit patterns and trends to the success or 
failure of monetary, credit, and fiscal programs appears to be well placed 
These are important subjects on which a great deal more information 
and analysis would be desirable. 

To arrive at sound policy, it is helpful to discover the sources of con: 
troversy. Differences of opinion over policy may have various roots. For 


* General Credit Control, Debt Management, and Economic Mobilization (82d Cong. 
Ist sess. [Washington, D.C.: Government Printing Office, 1951]), Appendix F. 
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ample, there are undoubtedly differences in the relative importance 
aced by different persons on such objectives as economic stability, eco- 
pmic expansion, amounts of interest payments in the Federal budget, 
e credit needs of the banking public, and the profits of banks. It would 
helpful if these objectives of monetary and credit policy and any in- 
msistencies among them could be pointed up more clearly. Perhaps an 
en more significant contribution would be to throw new light on 
iestions of fact and economic analysis about which there may be little 
m evidence to support a diversity of firmly held opinions. Following 
e some of the questions which seem to be of particular importance in 
riving at intelligent policy decisions in the field of monetary and credit 
licy. Many of these, of course, are implicit if not explicitly set forth in 
yur study. Some may have been adequately covered in previous hear- 
gs of the joint committee. 

1. How is economic expansion to be achieved at a time when employ- 
ent is at a high level? What are the limiting factors determining the 
te of such economic expansion? Is bank credit a significant limiting 
ctor under prospective conditions? What are the effects on such eco- 
ymic expansion of general bank credit restriction? How do these effects 
mmpare with those of tax increases? Are price increases an inevitable 
sult of such economic expansion? Can inflation be prevented while ex- 
insion proceeds at a rapid rate? If so, how is this to be achieved? 

2. How can credit be restricted in view of the size of the national debt? 
o what extent do Government securities serve as a substitute for credit? 
o what extent do changes in the rate of interest affect the demand for 
fferent classes of borrowers for loans? The willingness of banks to 
ake loans? Can credit be generally restricted without increasing the 
te.of interest? Are there any loans, other than those made to finance 
e purchases of durable consumer goods and houses, which can be 
entified and to which specific credit controls can be effectively applied? 
so, what are they, and how can this control be achieved? 

3. Is it possible to tighten credit in the private money market without 
creasing the rate of interest on Government securities? If so, what 
vices could be employed to achieve this result? Would an increase in 
ember bank reserve requirements, either of the usual type or a second- 
y reserve of Government securities, contribute substantially to this 
sult? What other results would it have which might be undesirable? 
It seems likely that much of the controversy over monetary and credit 


14 THE UNIVERSITY OF CHICAGO ROUND TABLE 


policies arises because of differences in beliefs regarding the answers t 
the above questions. While it would be too optimistic to assume tha 
these questions could be definitively answered by hearings of the join 
committee, I believe that such hearings could throw considerable ligh 


on them. 
I appreciate this opportunity to make suggestions regarding the excel- 
lent report of your staff on this important subject. 


ECONOMISTS’ STATEMENT ON ANTI- 
INFLATIONARY MEASURES* : 


* 


The undersigned economists believe that prevention of inflation in the’ 
situation created by the expanding defense program requires, as the 
principal line of defense, a substantial increase in taxation, reductions in 
expenditures at all governmental levels wherever this can be done with- 
out impairing national defense or other essential public services, and a 
more restrictive credit policy. The basic cause of inflation, an excess of 
money demand relative to available goods, must be attacked. Only ade- 
quate fiscal and monetary measures can remove this basic cause. 

With the economy already operating at very high levels, further in- 
creases in spending cannot fail to enhance inflationary pressures. Under 
the influence of the expected increase in defense spending following the 
Korea outbreak, business and consumer spending has already risen 
markedly, and price and wage increases are augmenting business and 
consumer incomes. Yet most of the planned rise of defense spending is 
still to come, and this further rise will generate additional increases in 
private money incomes. Large expenditures on military programs and 
foreign aid, with their inflationary impact, may be needed for a decade 
or more. Faced with this long-run inflationary prospect, we recommend 
that the increase in total spending be continuously curbed in three 
principal ways, and that these constitute the first line of defense against 
inflation: 


* Ibid., Appendix H. Signed by over four hundred economists, November 30, 1950. 
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1. Scrutinize carefully all Government expenditures and postpone or 
iminate those that are not urgent and essential. Substantial reductions 
n be achieved only if some programs are cut. 

2. Raise tax revenues even faster than defense spending grows so as to 
hieve and maintain a cash surplus. Merely to balance the budget is not 
ough. If the inflationary pressure is to be removed, taxes must take out 
private money incomes not only as much as Government spending 
mtributes to them but also a part of the increase of private incomes 
sulting from increased private spending of idle balances and newly 
yrrowed money. Larger taxes must be paid by all of us. Reliance should 
: placed primarily on increases of personal income taxes on all income 
excess of present exemptions. Higher corporate profits taxes, in one 
rm or another, are also imperative. In addition, loopholes in our tax 
ws should be closed. 

3. Restrict the amount of credit available to businesses and individuals 
1 purposes not essential to the defense program. An expanding supply 
low-cost credit which swells private spending cannot fail to stimulate 
flation when the supply of goods available for private use will be dif_- 
it to expand and may even decline. 

Selective controls over consumer credit, real-estate credit, and loans 
1 securities are useful for this purpose and should be employed. But we 
lieve that general restriction of the total supply of credit is also neces- 
ry. This can be accomplished only by measures that will involve some 
se-Of interest rates. 

If general inflationary pressure is not removed by fiscal and credit 
easures, we face two alternatives: (1) Continued price inflation, or 
») a harness of direct controls over the entire economy which, even if 
iccessful in holding down prices and wages for a while, would build up 
huge inflationary potential in the form of idle cash balances, Govern- 
ent bonds, and other additions to liquidity. Such accumulated savings 
ould undermine the effectiveness of direct controls and produce open 
flation when the direct controls are lifted. Everyone remembers vividly 
e sharp inflation of 1946-48 when the wartime accumulation of liquid 
sets went to work on prices after the removal of direct price and wage 
trols. Either of these alternatives is extremely dangerous. A pro- 
nged decline in the purchasing power of the dollar would undermine 
e very foundations of our society, and an ever-spreading system of 
rect controls could jeopardize our system of free enterprise and free 
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collective bargaining. For these reasons we urge that fiscal and cre 
policies constitute our primary defense against inflation. 

The best possible fiscal and credit policies, however, will not eliminat 
altogether the need for other types of restraints. The first impacts of ; 
defense program are felt especially in particular commodities. Effectiv 
allocation programs and orders limiting the consumption of short mate 
rials to essential uses, and an expansion of supplies can help stabilization 
of prices and wages in such specific lines; but they cannot of themselves 
insure price and wage stability. Moreover, it is obvious that stability o 
the general level of prices in the economy would be impossible in the 
face of general wage increases that substantially raise costs and private 
spendable incomes. For the above reasons, voluntary restraints by busi- 
ness and labor are an important ingredient of a successful anti-inflation 
program, and if business and labor cannot or will not exercise such re- 
straint some mandatory Government ceilings may be necessary. 

In sum, fiscal and credit measures are the only adequate primary de- 
fense against inflation, and can minimize the extent of direct Govern- 
ment controls over wages, prices, production, and distribution. If ade- 
quate fiscal and credit measures are not employed, the country will face 
the ominous choice between continuous inflation and a prolonged appli- 
cation of widespread Government price and wage controls. 
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